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TO: Each Supervisor
FROM: Bruce A. Chernof, M.D.
Director and Chief Medicgl/Officer
SUBJECT: DEPARTMENT OF HEALTH\SERVICES
FISCAL OQUTLOOK UPDATE

Attached for your information is a Summary of Changes in the Department
of Health Services (DHS) Fiscal Outlook (Attachments A1-A2) since our
last report on April 17, 2007.

In the April 17, 2007 DHS Fiscal Outlook Update, the Department
committed fo continue working with the Chief Administrative Office (CAO)
to present a balanced Final Change Budget Request for Fiscal Year (FY)
2007-08. This memo includes an updated fiscal outlook showing a
balanced DHS budget for FY 2007-08 (see line 22 on Attachment A1).

As for the five-year cumulative Fiscal Outlook, following the adjustments
shown on Attachments A1 and A2, including the remaining proposed
Deficit Management Plan Actions that are not included in the Final Change
Budget Request, the cumulative shortfall (line 29 on Attachment A2)
through FY 2010-11 is now estimated at $625.6 million. This is a $25.7
million improvement when compared to the previous shortfall of $651.3
million included in the April 17, 2007 Fiscal Outlook.

Pending Federal Rule Limiting Medicaid Reimbursement

The Centers for Medicare and Medicaid Services (CMS) issued a final
version of the Medicaid cost limit regulation. Because of the congressional
moratorium prohibiting implementation of the regulation that was signed by
the President, the Final Rule cannot take effect before May 25, 2008.

CMS states in the preamble that California’s 1115 Waiver (Medi-Cal
Redesign) is largely consistent with the policies addressed in the
provisions of the regulation therefore, it is unlikely that the first 5 years (FY
2005-06 through FY 2009-10) would be adversely affected by the
regulation. CMS does not, however provide any assurances as to whether
we will be able to retain full funding in any waiver renewal.
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April 17, 2007* June 18, 2007*  Improvement*
Action
Estimated Cumulative Funding Shoﬁfall $ (651.3) $ (625.6) $ 257
Through Fiscal Year 2010-2011**
Pending Federal Rule Limiting (821.0) (228.0) 5323.0
Medicaid Reimbursements .
Adjusted Cumulative Shortfall ' $(1,472.3) $ (853.6) $ 618.7
$ in millions

*k

See line (29) on Attachment A2

Managed Care Rate Supplem:_ant

The Managed Care Rate Supplement is still pending Federal approval. CMS has sent
two sets of questions based on its review of the proposed Managed Care Rate
Supplement. The first set of questions has been forwarded to the California Department
of Health Services (CDHS). The second set will be finalized next week and then
forwarded to CDHS. If the Managed Care Rate Supplement is not granted, the
Department’s financial position will worsen by the Federal component of the proposal,
which is $160.7 million in FY 2007-08 ($71.5 miillion for FY 2006-07 and $89.2 million
for FY 2007-08).

Mental Health Services

DHS and DMH have been working together to reach a mutual resolution for the
provision of psychiatric services to the residents of Los Angeles County. To date, both
Departments have agreed in concept to the following psychiatric service program
change:

LAC+USC Psychiatric Outpatient Clinic — Effective September 1, 2007,
LAC+USC will transfer the operation of the psychiatric outpatient clinic to DMH.
DMH wili retain approximately $1.3 million of the Interagency Agreement funds to
operate the outpatient program. The DHS savings for FY 2007-08 is expected to
be $1.0 million for ten months. Estimated annual DHS savings is approximately
$1.2 M.

DHS and DMH are continuing to discuss the psychiatric emergency rooms,
inpatient services, and urgent care centers.

Other Items Not Included in the DHS Fiscal Outlook

There are various healthcare proposals being considered in the California Legislature
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that could have a material impact on the Department's Fiscal Outlook in the future, but
not enough details are known to forecast the impact to the Department at this time. The
Department is participating in and monitoring the developments of these proposals.

Please let me know if you have any questions or desire further information.

BAC:aw

Fiscal Qutiock 6-15-07

609:005
Attachments
c: Chief Executive Officer

County Counsel
Executive Officer, Board of Supervisors
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COUNTY OF LOS ANGELES - DEPARTMENT OF HEALTH SERVICES

SUMMARY OF CHANGES IN THE DHS FISCAL QUTLOOK

MARCH 30, 2007 THROUGH JUNE 18, 2007

Fiscal Year / Columns / $ In Millions

06071 (1) 07-081 (2} 08-09/(3) 09-10/ (4) 10-11/{5) - Tolal/ (6)

Estimatod Cumutative Year-End Fund Balances/{Shertfalis) - 330107 ¥/ $ 2078 -§ (398 0§ i672) § (4983) $ {7E6T} $  (7€67)
Inclusion of Deflclt Management Plan Actions Into the Final Change Budget * ' '

Nursing Registry Conversion to County Emp. ® . - 08 33 6.1 9.2 194

10% Reduction in TAR Denlals . - 0.4 04 0.1 0.1 04

Transfer of LAC+USC Quipaliznt Clinic to DMH, effective 91/07 - 1.0 1.2 1.2 1.2 456

Managed Care Rate Supplament © - 354 354 354 354 1418

Unused FY 05-06 County Contribution ® . 410 y - - 470

Coverags Inilialive {Healthy Way LA) appreved on March 29, 2007 © - 12 12 1.2 1.2 4.8
Other Adjustments [neluded in the Finai Change Budge! Request

Increase nursing salaries per the Board approved nursing safary reclassification included b tha FY 07-03 Final Change {17.8) (74.1) (76.3) {78.5) (80.7) (327.4)

Budget Request for June 18, 2007.

Adjust MelroCara costs, including the MLK-H slalfing pfan, census increases al H/UCLA and Rancho, and other 990 4.3 51.5 460 461 1969

adjusiments included In the FY 07-08 Final Change Eudgel Requast for Juna 18, 2007, ®)

Increase salarigs per potential changes lo the Physiclan Pay Plan Included in the FY 07-08 Final Change Budget - (17.1) (17.6) (17.8) (18.1) (70.6)

Request for June 18, 2007,

Include one-ima Measura B funds per the FY 07-08 Final Change Budgel Request for June 18, 2007, - 250 - .- - 250

Adjust LACHISC raplacement facflity Iransition capilal prolectcosts to reffect the use of Tabacco Setllement funds lo - 234 - - - 231

pay for the projects per the FY 07-08 Final Change Budgel Request for June 18, 2007.

Adjust LACHUSG replacement facility lransition costs per the FY 07-08 Final Changs Budget Request for June 18, - 78 {3.8) - - 4.0

2007, Primarily reflects the shifl of soma of the costs to FY 08-09 and the removal of amounts Included in tha transiion

capital projects lina abave {fine™{2).

Adjust LAC+USC replacement facility OM/D] costs per the FY 07-08 Final Change Budget Request for Juna 18, 2007, - 1.8 - - - 1.8

Adjust capital prolects per the FY 07-08 Final Change Budgel Request, ¥ - {14.3) 36 14 {02) (8.5)

Add Section 1011 ravenue {Federal relmbursement for emergancy health services for undocumented aliens) per AR - - - - 111

eslimate daveloped on May 23, 2007.

Adjusl Cosl Based Reimbursement Clinlcs (CBRC) revenue based on the final FY 2003-04 audit seillement, and 85 @ 0.3 0.1 {0:2) (0.5) 8.2

axfended through FY 10-11, per estimates developed on May 2, 2007, - .

Adjust CHP Eguily Distribution per OMC's latest eslimates developed on May 16, 2007, including the Impact of the 92 2.1) (2.8) {1.6) 0.7) 20

OMC Oparatignal Adjustment includad In the Final Change Budget Request.

Adjust Medi-Cal Redaslan revenues pes OHS eslimates developed on May 25, 2007. 220 &7 (4.8) (12.4) (13.5) {1.5

Other changes Included in the current year operating forecast received In May 2007 and the Firal Change Budge! 214 {5.0) (5.2 5.2) (5.1) 09

Request for June 18, 2007, .

Forecast Improvement{reduction) roll-forward . . 634 O 1453 @ 1314 0 1074 -
Revised Estlmated Cumulative Year-End Fund Balances/{Shortfalls) - per the Fina! Change Budget W $ M2 $ 1057 $  (1358) $  (390.9) $  (f049) § (704.9)
Developmants Subsequent to the Final Change Budaet Request

Updale Section 1011 revenue based on estimates develaped on June 12, 2007. t 66 .7 19 - - 16.2

Foracast Improvementi{reduction) roil-forward - g5 " 143 0 162 162 0 -
Adjusted Estimated Cumulative Year-End Fund Balances{(Shorifalls) - 618i07 ™ $ 28§ 100 0§ (198 0§ (mam- .§ (688 §  (588.7)
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COUNTY OF LOS ANGELES - DEPARTMENT GF HEALTH SERVICES
SUMMARY OF CHANGES IN THE DHS FISCAL OUTLOOK
MARCH 30, 2007 THROUGH JUNE 18, 2007

Fiscal Year / Columns / § In Millions

) 06-07 /{1) 0708/ (2) 08-09/ (3) 03-10/{4) 10-11/(5) Total{ (6)
Adjustad Estimatad Cumulative Year-End Fund Balances/{Sherifalls) - 6118/07 ] [cont) $ 218 § 1200 $  (119.6) § (3747} $ (683.7) $ (688.7)
ProposedfPotantial Deficit Management Plan Actlons {Not Included In the Final Change Budget) . '
Mental Haallh - WP servicas and of psych ER's ¥ - 53 8.7 193 19.8 63.1
Forecast improvementi{reduction) roll-forward - - 0 53 O 240 @ 433 9 .
Adjusted Estimated Cumulative Year-End Fund Balancasf(Shortfalls) - 6r18/07 $ 2778 $ 1253 $ (956} $ (334) §  (625.6) $ (625.8) *
if all remaining actions are succassful
Other Polentlal Hems
Panding Federal rule limiting Medicald resmbursement to public hospitals to Medicald cost® - - - - (228.0) {228.0)
Pending Managed Care Rata Supplement rule limifing public hospitals to managed care costs - - 7 7 7 ?
Pending rule disallowing use of Inlems & Residents costs for Cerlified Public Expenditures . - - ? ? ? ?
Forecast improvement/{reduction) roll-forward . - 0 - 8 - - 0 -
Adjusted Estimated Cumulative Year-End Fund Balancés![Shorifal[s) -&f1ei07 ™
$ {853.6)

if all remalning actlons are successful and pending Federal rule adoplad $ 778 H 1253 $ {95.8) §  (3314) $ (853.6)

Notes

(.
)

Excluding relmbursement for UP mental health services and closure of the psych emergency rocms.

- Assumes CBRC will b extended for each year beyond FY 04-05. CBRC extension for LA County’s oulpatient and clinle care was Included In the FY 05-06 and FY 06-07 Adopted Slats Budgets. AMedi-Cal State
Plan Amendment {0 extend the program is currenlly pending CMS approval,

Reflects the converston of nursing registries fo County employees, Utilization of nursing reglstres are to be raduced by 5% in both FY's 06-07 and 07-08, and 7.5% in FY's 08-09 through 10-11, and will be offset with
additional salaries for County employeas. The saving for FY 2006-07 are already Included in line {1).

The *base" amount for the managed care rate supplement of $715M ($143M per yearx 5 years) Is subject to Stale/Federal approval and Is included In the cumulative fund balances/shorifalls an line (1), since it is
already In the Final Budget for Fiscal Year 2006-07.

This amount refates to the unused County contriibution for the Managed Care Rate Supplement for FY 05-06. This amount is reserved in the Counfy general fund in a designation account for DHS.

Reflects the additional administrative claim net revenue {the lota! additional revenue Is reduced by additional costs) from the previeus Coverags Initiative net revenue of $30.4M. FY 10-11 amount assumes Medi-Cal
Redesign 1115 Waiver exiension and continuance of its Coverage Initlative component,

DHS previously Intended to use Tobacco Sattement funds fo offset the net cost of implamenting the MetroCara plan. Sinca the MetreCare plan [s eslimated to cost less lhan previously anticipaled, DHS will no longer
be funding the Implementation with Tobaceo Sefflement funds, Tha forecast improvement for FY 08-03 Increase from the FY 07-06 amount due lo (e expiration of the CMS Extension Agreemenl, The forecast
Improvement for FY 09-10 i reduced from the FY 08-09 amount since estimated reductions of $4.2M ware already Included in the Apsil 17, 2007 DHS Fiscal Outlook.

FY 06-G7 primarily refiects a final setlement amount for FY 03-04, and includes minor adjustments for FY's 04-05 through 06-07 based an tha final setlemen for FY 83-04.

« FY 06-07 Includes one-tima surpluses primaily related to $11.5M lor increased prior year Medl-Cal revenue, $4.5M for reduced prior year expenses, $5.4M reduced net cost due to various adjustments. FY 07-08
through FY 10-11 primarily refaled to a $3.1M restatement of refirement costs al Rancho, $1.9M for increased patient flow management cosls at DHS hospitals, and $0.1M in Increased naf costs for various other
budget adjustments included in the Final Change Budget Request.

Thesa amounts rapresent the cumulative change in the forecast from the prior fiscal year. For example, the $63.4 milllon In FY 07-08 Is $271.2 milion - $207.8 million from FY 08-07.
Includes savings due to the restrucluring of Inpatient psych senvices and the psych emergency rooms. Amounls are for FY 07-08 and Increased by a 3% COLA In FY's 08-09 through 10-11. Savings amount subject to
change depending on tha oulcome of negoliations with DMH,
Amounls reflect the impact af reduced Safety Nel Care Pool funds due to limited avallability under the pending Federal rufe.
Change primasily reflects increased FY 07-08 costs due to CAO requirement Ihat funding for the full cost of capital projects is Included in tha year the projecl begins, as opposed to following the eslimates of when the
. monay will be spen,
Reflects ravenua for May 2005 through June 2008,
FY 06-07 reflecls reduced ravenua of $1,1M for FY 05-06 from the amaunt shown in line (16) above and additional revenue of $6.6M for FY 05-06; FY 07-08 reflects July 2007 through June 2008; and FY 08-09 reflecls
July 2008 through September 2008, .
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